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INTRODUCTORY REMARKS BY THE CHAIRMAW 
Frank G. Dickinson 


University of Illinois 


We are assembled here to-day te consider the "Record of 
Insurance during the Depression." The several speakers will de- 
scribe the successful operation of this great institution which has 
weathered the storm better than almost any other economic institu- 
tion. Some people insist that its success has been due to conserva- 
tive management; others would emphasize the value of careful super- 
vision by the various states; perhaps the most critical would charge 
its success to redundant premiums. At any rate we shall have a more 
intelligent point of view when these speakers have finished. 


Our subject naturally divides itself into underwriting 
and investment experience; the four leading papers will deal with 
these two aspects for life companies, and fire and casualty companies. 


Your chairman wishes to express his deep appreciation of 
the assistance in the arrangement of this program rendered by Prof. 
S, S. Huebner, whom I like to call "the Grand Old Man of Insurance 
Education." de will be called upon later to announce the luncheon 


following this meeting at which time we hope to perfect an organi- 
zation of insurance teachers.* 


* The luncheon meeting resulted in the organization of the American 
Association of University Teachers of Insurance. A constitution 
was adopted and the following officers elected: President, S. S. 
Huebner; Vice-President, Ralph H. Blanchard; Secretary—Treasurer, 
Frank G. Dickinson; Executive Committee, A. H. Mowbray, S. H. 
Nerlove, and Corliss L. Parry. 
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by 
David McCahan, Assistant Professor of Insurance 
Wharton School of Finance and Commerce, University of Pennsylvania 
and 
Secretary and Assistant Dean, American College of Life Underwriters 


000 


Through three trying years of distressing and almost unparalleled economic 
adversity, giant business and financial corporations have collapsed, their leaders 
(once pepular idols) have toppled from their pedestals and the public confidence in 
our economic and financial regime has been rudely shaken. From it all, the life in- 
surance institution has emerged triumphant, having well merited the distinctive and 
much envied reputation of being "depression-proof",. 


But simply because the foundation principles have been sound and the structure 
so solidly erected that it has withstood the storms, we must not blind ourselves to 
the fact that some renovations are in order. For it is not to be expected that an 
institution which is so closely woven into the fabric of our social and economic life 
could be unaffected by the world cataclysm through which we have been passing. We 
therefore detract in no wise from the prestige which life insurance rightly enjoys by 
facing the facts squarely and attempting to ascertain what repairs are needed and how 
they are being accomplished. The time allowed me is too short to permit of a compre- 
hensive and thorough discussion so I shall merely endeavor to cover the subject in out- 


line form. 
MORTALITY. 


Strange as it may seem, the general health conditions of life insurance 
policyholders have improved during the depression. It is interesting to note that the 
death rates per 100,000 for ordinary and industrial business, as indicate@ in a recept 
address of Dy. Augustus S. Knight, before the 26th Anmual Convention of the Association 
of Life Insurance Presidents, were lower for the first ten months of the year 1932 than 
for a similar period in any of the preceding ten years. Moreover, the average for the 
last three years is better than for any one of the eight years preceding 1930 with the 
exception of 1927. It is significant, horever, that this rmcord is very largely due to 
the inclusion of industrial business. If ordinary business be taken by itsolf, the 
death rate for the first ten months of 1932 was highor than for any of tho preceding 
ten years, exeept 1929, and the average for the three years of the depression was sub- 
stantially higher than for any of the cight ycars preceding 1929. 


There would seam to be two principal reasons for the poor showing ef the past 
three years om ordinary business. One of these is, of course, the mortality due to 
suicide. The records show that this hazard on ordinary business has been greatly accen 
tuated by the depression. Thus, the rate per 100,000 for the first ten menths of 1932 
was 39.9 as contrasted with 33.6 in 1931, 29.7 in 1930, and an average of 20.1 for the 
eight years preceding. It is true that the suicide ratio has been gradually increasing 
for a long period but the marked jump during the past three years can certainly be at- 
tributed to economic conditions. Modification of the suicide ciause by increasing the . 
time limit for disclaiming liability has been widely discussed and it seems quite like- 
ly that many future policies will contain a two, instead of a one, year provision. 


Another important influence upon the mortality ratios of ordinary companies 
has been the "Jumbo" policies. The mortality under policies ef a large size has been 
very much higher than under smaller policies and weekly premium forms. In fact, John 
M. Laird, President of the american Life Convention, stated in a recent address that 


LIFE INSURANCE COMPANIES DURING ION 


reliable statistics indicate that during the period 1919 to 1930, policyholders with 
insurance of less than $200,000 showed standard mortality, whereas those heving more 
then $200,000 but less than $250,000 showed an excoss mortality of €%; these with move 
than $250,000 but less than $500,000, an oxcess of 15%; those with more than $500,000 
but less than $1,000,000, an oxcess ef 19%; and those with moro than $1,900,UcCU, an 
excess of 69%. These figures, as he points out, are for a period ef otherwise fiw r- 
able mortality, which period excludes the major part of the devression. If date rere 
available for 1931 and 1932 as well, the extra mortality for those with insvraneco or- 
ceeding $200,000 would doubtless be much higher while thore would also be a suostantiri 
extra rate even on those with less than $200,000. It is quite evident therefore tnec 
the high mortality on “jumbo" line: is not a problem peculiar to the depression but 
nevertheless been aggravated by it. Possibly the substantial increase in mortality 
from heart disease during the past few years has contibuted to this situation since 
those who are heavily insured are apt to be the older policyholders, more subject to 
heart trouble because of the mental end physical strains undor which they have been 
laboring. Lowering of retention limits, moro rigid examinations, and longthening of 
the incontestable period are measures which have been adopted to meet this condition. 


DISABILITY 


The disability problem antedates our present economic troubles. As we all 
know, the disability situation was quite unsatisfactory even during the prosperous 
years preceding the crash of 1929, one authority having estimated about two years ago 

that the ultimate losses of life companies from the disability experiment will run 
somewhere between $100,000,000 and $250,000,000." The report of the Special Committce 
tc the National Convention of Insurance Commissioners was submitted in September, 1929 
and the uniform clause became effective on July 1, 1930. But the correction had not 
been made sufficiently soon, so starting in the Fell of 1931, many companies restricted 
the coverage offered to waivor of premium, and withdrew entirely from the field of ine 
eome disability underwriting, thoir exit being s hurried that it assumed the nature 
ef a stampede. Others have substantially modified their clauses and increased thoir 
rates. The important modifications have been extension of the waiting period to six 
months, lowering of the age before which disability must occur to 55, and reduction of 
benefits to waiver of premium and five dollars monthly income per $1,000 of face. 
Underwriting rules have, of course, boen tightened and the maximum amount of protection 
available to the prospect has been materially reduced. 


Judging from correspondence which I have had with officials of numerous come . 
panics, the depression has tended to increase disability losses wnder policies written 
on the old basis although the extent of such is, of eourse, not measurable, As various 
executives point out, policyholders who have liberal clauses are not anxious to recover 
too quickly, even though the cause of their disability can be cured, when recovery and 
subsequent cessation .f the disability income means return to business under tho handi- 
caps with which it is being carried on today. Moreover, the mental attitude of an in- 
dividual has much to do with his physical condition so that pessimism engendered by the 
depressien may actually help to bring about a disability er prolong one even when é 
moral hazard is entirely absent. 


The disability clause on group life insurance has also been'a seurce of worry | 
to the insurance companies, as a result of which the Group Conference decided last | 
summer to discentinue its use. Under the old clause, the face of the policy was paid 
in installments in case of permanent total disability before ago 60. The old dofini- 
tien and benefits had remained practically unchanged for ten years but the cost had 
inoreased from about ten cents to two dollars per $1,000. In 1931, permanent total 
disability claims in non-hazardous industries wore 43% of the death claims below age 60. j 
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VOLUME AND FRODUCTION 


The volume of life insurance in force increased rapidly after the World 
War until 1929. Since then it has remained fairly constant with a possibility that 
the figures for the end of 1932 will be somewhat lowor than those for 1931. This has 
given much concern to many insurance exccutives who have been looking forward hope= 
fully to the second hundred billion. Howevor, tho ostimated total of $103,700,000,000 . 
representing protection on the lives of 65,000,000 policyholders, will oxceed the out- 
standing amount at the close of 1929, and is twice as gr vat as the volume in force ten 
years agoe 


There has boen a dispostion on the part of some to believe that we may be - 
entering into an era such as from 1874 to 1885. Throughout that twelvo year period 
the volume of insurance in force for all cempanies reporting in New York was lower 
than in 1873. In fact, not until 1886 was the amount as great as in 1870. I am pere 
sonally not inclined to share this pessimistic point of view for a number of reasons. 
In the first place, the public was not as thoroughly educated on life insurance in the ° 
70's and 80's as it is at the present time. Moreover, policy loans did not play the 
important part in administering to those in need or distress that they have played 
during the past three years. Life insurance itself was not, gonerally speaking, as 
well administered or supervised. Finally, and to me this is vory significant, life 
insurance was not viewed from an investment angle, but ovon if it had boon, other 
avenues for profitable investment which were beginning to open up as a result of econe > 
omic changes and advancements would have competed more vigorously for the policyholder!?: 
dollar than thoso which appear to be available today. As indicative of the importance 
which should attach to the growing concept of life insurance as an investmont is the 
recont marked increase in the sale of annuities, rcetiremont income, single premiun, 
and endowment policies, all of which contain a large investment eloment. 


From the standpoint of the individual underwriter, the decrease in amount 
of business written soems more important even than the slight shrinkage in outstanding 
insurancee It has beon estimated by Thomas A. Buckner, President of the Now York Life * 
Insurance Company, that new life insuranco, including revivals, increases and dividend 
additions will this year appreximate $14, 700,000,000 which is 23.7% less than tho 
amount written in the peak year of 1929. Indicontally, it will be approximately 16% 
less than the 1931 business. While Mr. Buckner did not present figures for ordinary 
end industrial business separately, it is interesting to observe that the aggrogate 
industrial business writton in 1930 was greator than for any year preceding and dropped 
but very slightly in 1931. Accordingly, the shrinkage in now business up to the close ‘Ss 
of 1931 was almost exclusively in the fiold of ordinary insurance. L 


The problem of dwindling volume has naturally been a serious one for the % 
life insurance companics as well as their agoncy representativos. In order to over= 
come it, various methods have been undertaken which may help to maintain production 
temporarily but which are not necessarily for the lasting bonefit ef the institution 
itself or its policyholders. I have reforence particularly to tho practice of some 
companies in placing a large number of now men in production without adequate training 
or any real concept of the type of service which they may be called upen to render. j 


There certainly can be no criticism of a life insurance company for using 
the present period to improve its agency personncle That is unquestionably good busi- 
ness and this would seem an opportune oceasion for taking on men of ability who might 
not previously have beon intcrosted in life underwriting but who, through no fault of 
their own, are now unemployed or whose incomes have been drastically cute Such pcre 
sons may ultimately be of real benefit to tho agoney organization but great care should 
be takon in thoir selection and a roal effort made to sell them on the businoss as well 


as train thom so that they may rendcr a high grado of servicc. Othcurwisc, whon pros- 
pority returns, many will loavo life underwriting for othor ficlds. 


In conncction with the agency problom, it is rather striking to observe that 
various company roprosontatives point out that the nuv mon who are boing takon on havo 
in many casos produccd a largor volume of busincss than the oldcr and woll ostablishod 
agonts. I kavo no cxplanation to effcr for this. However, it ccrtainly should raiso | 
some quostion as to whother the method of training the old agcnts was adequato. In 
othor words, if the cstablishod agents find it impossible now to produce the samo pro- 
portion of tho business as during tho good yeors, is it bocauso thcir training has 
beon limitod to those appoals which are adapted to a period of prosperity or is it boe | 
cause business camo too onsy in tho old days and they have no hoart for tho more stron-{ 
uous compotition of 1932? It cortainly docs not augur well for tho insuring public if 
wo assume that this condition must continue to oxist and that tho ncvor mon, of rola- jf 
tivoly lcss oxperionce and training, will writc tho bulk of the businoss, for past por- 
formanco has domonstratod that the production of new mon suffors a highor ratc of lap- 
sation. 


The turnover in life insurance ranks is cdmittedly very large. Zxact figures 
are not avitilable but it is ordinarily assumud that from 225,C00 to 250,000 persons 
hold licenses. Of thosc, according to cstimatcs of various authoritios, loss than 10% 
will write more than 90% of the businoss. It was furtior ostim.ted in an addruss givo 
in 1931 by Thomas I. Parkinson, Prosidont of thc Equitabl« Life Assuranco Socicty of 
the United Statos, that tho avorage annual turnover of agents is approximetoly 50%. 
Possibly it is cvon groater nt tho prosont timo. To those of us who are familiar with 
the work of tho Amcrican College of Lifc Underwriters, the answer to this problom ap- 
poars not to be in acceptance of a high turnovor as 2 natural condition which cannot 
be avoided but rather in proper dircction and up-building of our life undorwriting 
forces with a viow to rcducing this to a minimum. In our judgmont, education must 
play a very important part, not only because it cquips the individual to purform his 
particular role with greater compctence but also because in sccuring this cquipment ho 
is binding himsclf to his vocation and viowing it as purmanont cxrocr. 


As timo gocs on, I believe that the institution of life undorwriting will 
dovolop in a throofold diroction. First, wo shall have =: group of Chartered Life Undo 
writers who will renccr a professional service to professional mcn, business oxccu- 
tives and others with incomes which are adoquatc for providing more than tho barc noe 
cossitics of living. Sccondly, we shall coniinuc to heve a substantial group of agonts 
to soll insuranco to the massos who can afford to purchase policics of rclativoly smal]j 
sizo and who necd only <= simple suttlomont scrvicc. Finaily, managers and gconcral 
agonts will bo solcctod not only because they h:ve ths cducation and training of 2 come 
potont lifc underwritcr but also because thoy have executive and organizing cbility 
which will onablc thom to mcot tho business, financial and sclos mnagemont probloms 
of administoring an agoncy. Tho day will soon be pest whcn gonoral agents or mancgors J 
will bc choson by woll managed comprnics on the basis of their personal production 
alone. I should likc to dwoll more at longth on thesc aspects of the production pro- J 
blom but timc will not permit. However, those who are intcrestud in ths vicws held by | 
officials of the Amorican College of Lifo Undurwritcors as to the professional training j 
of insurance representatives and managers should secure copics of the Colluge publica 
tions, including onc just rocontly published which nnnounces a now sorios of cxamina- Jf 
tions on "Lifc Insurance Agcncy Management". 
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Mere significant perhaps than the slight shrinkage in the tctal outstanding 
insurance is the tremendous volume of surrenders and lapses. During the year 1931, 
the last for which complete data are available, the new ordinary, industrial and 
group business written and paid for of 342 companies totalled $17,226,248,427. of 
this, $4,847,103,856 was industrial. For the same period, $15,870,864,610 of busi- 
ness went off the books, of which $4,780,868,796 was industrial. However, $12,321, 
512,397 ef the total terminations represented surrendered or lapsed policies, the re- 
maining three and one-half billion constituting all policies which terminated by death, 
maturity, expiry, change and disability. When 3,253,231 ordinary pclicies totalling | 
$7,656 ,853,359 and 19,308,347 industrial policies for an aggregate of $4,411,782,844 
go off the boeks in one year, the problem is unquestionably one of grave concern. Re- 
duced to percentages, we find that on all classes of business terminated in 1931, 6.1%} 
of the volume was terminated by death, .8 of 1% by maturity, 8.3% by expiry, 7.1% by 
change and .1% by disability, 77.6% being terminated by surrender or lapse. Even if 
industrial and group insurance be excluded, ordinary insurance alone shows a recerd 
of 75.7% surrendered or lapsed. There is no reason to believe the record as a whole 
would be any better for 1932 although the tide in the demand for surrender values has 
turned. 


Total surrender values paid during the past three years have been estimated 
to exceed one billion, four hundred million dollars, a sum slightly larger than all 
the loans of the Reconstruction Finance Corporation made between its inception and the 
end of October, 1932. The benefits to the public from being able to secure this large 
amount of cash to meet emergency needs are incalculable, but from the insurance com- 
pany's standpoint, it has been contended that withdrawing policyholders have been 
treated too liberally and that future contracts should provide for a higher surrender 
charge and for continuing such charge during a longer period of time, not only because 
many policies are lapsed in the early years before they have become profitable but al- 
so because the demand for surrender values arises when financial conditions are un- 
favorable. Irrespective of the merits of these contentions, it is to be hoped that 
the pendulum will not swing so far in the oppesite direction as to defeat the emer- 
gency functions which life insurance should perform for the insured. 


A possible means for reducing lapses and surrenders lies in the revision of 
agency contracts, in connection with which the Life Insurance Sales Research Bureau 
has contributed much of a helpful character. So long as the agent's compensation is 
derived largely from first year commissions, it is difficult to interest him in the 
persistency cf the business he writes. On the contrary, if less devotion were paid 
to the golden goddess of first year volume and more to the conservation and mainten- 
ance of that already produced, the public would be better served and tremendous wast- 
age eliminated. It is not easy to bring about a change in the commission basis when 
the "50 per cent graded" plan is so widely used but it is encouraging to note the 
serious consideration being given to the subject. Such a change should mean greater 
income for the competent, conscientious underwriter who now makes a genuine effort to 
“keep his insurance sold", even though the high pressure salesman with a record cf 
poor persistency would suffer. 


POLICY LOANS 


Data on current surrenders and lapses do not of themselves indicate the en- 
tire s®°Ps of the termination problem which life companies are facing. Policy loans 
have grown by leaps and bounds and ultimate surrender of many of the loaned policies 
appears inevitable. For the borrower may not be able to meet the interest charges or 
may be tempted to wipe the slate clean and purchase new insurance in spite of the fact 
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his best interests would be served by repayment. 


Even. though the demand for lcans has materially decreased in late months, 
some idea of the problom which looms on the horizon is found in the fact that policy 
loans made in cash during the past three years have aggregated ovor two billion dol- 
lars whilo those obtained for paying premiums wore more than four hundrod million 
dollars, the total reaching nearly two and ene=half billions. A rocent cooperative 
study made bythe Conservation Committee of the Life Office Management Associatien 
and the Life Insurance Sales Research Bureau indicates that premium loans lead to a 
highcr lapse rate than cash loans but that the termination rate on all loaned contracts 
is greator than on other busingss. 


Policy loans now total about threo and threo-quarter billions of dollars or 
18.4% of all assets, the latter percentage having incroased from 13.3% sinco 1929. 
Apility to make such loans and moct other cash demands reflects grcat credit upon tho 
life insurance institution but tho problem of consurving the contracts against which 
these loans havo boen granted will not be easily solved. 


Boforo loaving the subject of surrenders and loans, it is only fair to state 
that in spite of tho improssiens produced by the recent political campaign, very little 
asSistance has boon extended to life insurance companios by the Reconstruction Finance 
Corporation. Figures on borrowings ef life insurance companies alono are not available | 
for the poriod precoding July 21 but tho total loans authorized te all typos of insur- 
ance carriors aggrogated on July 31 but $65,329,927, of which only throo-fourths had 
been withdrawn. From Aucust 1 to Octobor 31, 26 loans were authorized te 22 lifo in- 
surance companies for a total of $5,432,700, er slightly loss than a quartor of a 
million dollars por company. Those loans rangod botween $9,500 and $1,000,000, and 
were made principally to small companics, only five ef the 22 borrowing companies hav- 
ing more than 50 millions of insurance in force. Total admitted asscts of tho 22 com- 
panios borrowing during this throe months poricd were approximately 13% of admittod 
assets for all Amorican companics, and the combined loans represontod an amount loess 
than 2% of tho combinod assets of tho borrowing companics. When these figures aro 
compared with tho billions which have beon paid cut in cash by life insurance companies 
during tho past throe yoars, the R. F. C. aid to the companics is scon to bo quite 
negligiblo. 


REPLACEMENTS AND TWISTING 


Tho problom of lapsation is not duo solely to the inability of policyholders 
to carry thoir insurance through troublous times nor is that of surrondor duc ontiroly 
to the need for cash. Thero has unfortunatoly becon a tendency on tho part of ccrtain 
agents to oncourage unnccossary lapsation and surrenders, ospecially on policics on- 
cumbored with loans, mcrcly because those offer tho possibility of writing now insur- 
ance on which now first yoar commissions will be paid. This is a problom which has 
given the companios much concern because it has moant that business going on the books 
of one company may mercly roplace that which has gono off the books of another, with 
an incroase in oxponse to both. An attempt has boen made to moct this through tho 
agroement signed by 55 companios in a fight against the advcrso practico ef roplaco- 
ment. Insurance commissioners, the insurance journals and company oxecutives havo 
been endeavoring in various ways to overcemo the evil but their cfforts have boon 
handicapped in largo part, as I seo it, by the rapidly changing personnel ef their 
representatives and of the ropresentatives in othor companics. Unfortunatoly, thoro 
is a diroct relationship botweon the problom of turnover in agency forcos and that in 
outstanding insurance, noither of which can bo solvod satisfactorily until both are 
solved togethor. At tho samo timc, omergency measures of various kinds are highly 
desirable and ovory cffort should be put forth to discourage such practices as woll 
as to raiso tho cthical standards of the whole fraternity gonerally. 


| 
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As a moans of chocking the tendoncy toward tho lapse or surrondor cf cn- 
cumbered contracts, the suggestion has boon made that such policics should bo ro- 
written at tho attainod ago fer tho not difference between the loan and tho criginal 
facc, roducod commissions boing paid on the new policy. This suggostion has mot with 
considerable opposition for a numbor of roasonse The validity of cortain of thoso 
reasons may be admitted, and yot it is to bo hopod that somo satisfactory plan will 
be workod out for heavily loanod contracts which will pormit of a rondjustmont cn an 
equitablo basis when a policyholder can not conceivably financo ropaymont ef tho loan. 


RATES AND DIVIDENDS 


Forces as poworful and far-rcaching as thoso which have boon onumoratcd, 
whon coupled with incroased taxation and docreascd invostment carnings, will noccs- 
sarily influonco lifo insurance costs; dircctly with non-participating companics by 
bringing highor ratos, and indirectly with participating companics through roducod 
dividonds. Rates have alroady boon rovisod by some companios, and a largo number 
havo announcod gonoral downward revisions of dividond scales. Many of theso rovisions 
fall hoavior upon older policyholders bocause of unfavorable mortality at tho upper 
agos. Othors may affoct principally the highor promium forms if the company's invost- 
mont expericnce has beon unsatisfactory. By no means should such changes be viowcd 
with alarm and thero appoars to bo no inclination thus to rogard thom. However, tho 
probloms of risk solcction, quality production, agoncy dovclopment and conservaticn 
must yot bo met evon though businoss conditions improve soon and substantially. Tho 
succcss of a company in mooting such will havo a real bearing upon its futuro not 


costse 
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THE INVESTMENT EXPERIENCE OF LIFH INSURANCHD 
COMPANIES DURING THE DEPRESSION 


Edison L. Bowers 
Professor of Insurance 
The Ohio State University 


It is unfortunate that a consideration of this subject could not 
have been delayed for ten or twenty years so that we could have looked back 
in retrospect and could have made our analysis in the past tense, As things 
now stand, the years ahead are all-important and only the forecasters with 
their crystal bowls, if there be any left, are bold enough, or perhaps fool- 
ish enough, to predict what lies ahead. 


But the life insurance investors can not wait. Theirs is the task 
of investing, and of keeping invested, assets the estimated value of which is 
now twenty and three quarters billions of dollars, or, in terms of accounting 
dollars at least, more than three billions in excess of the 1929 assets. The 
difficulties of maintaining security of principal and adequacy of yield have 
been accentuated by the necessity of assuring liquidity in the face of a 
tremendous demand for ready cash through policy and premium loans and policy 
lapses and surrenders, Coupled with this there has been a steady decline in 
the volume of new business which for the whole of 1932 will run over 27% below 
the peak of 1929. Nevertheless, new business written during the depression 
has thus far been more than sufficient to replace the loss of old, so that 
the total insurance in force still exceeds the amount at the end of 1929. 


The cash demands made upon the companies both in respect to policy 
loans and surrenders as well as in meeting contract obligations have been 
exceedingly heavy. For the three year period now closing, payments on death 
claims to estates or beneficiaries amounted to $2,227,622,000 and cash pay- 
ments to living policy holders accounted for $4,912,434,000, a total cash out 
lay of $7,10,056,000, a sum equal to about one-third of total assets.* 


Policy loans and surrender values comprised over 56% of the total disburse- 
ments. 


During the same period the cash income of the companies amounted to 
$11, 320,830,000, of which 78% came from premium payments and 22% from inter- 
est, dividends and rents, Thus, a total of over $11,180, 000,000 was availa 
ble for expenses and investment. The actual investment operations, however, 
were much larger than this sum indicates. Through the sale, redemption or 
maturing of securities and the sale of real estate the companies received 
$3,479, 762,000; through investment and reinvestment they acquired capital 
items amounting to $7,771,465,000. 


These shifts in the investment portfolios may best be seen by com 
paring the distribution of assets at the beginning of the depression with the 
relative amounts of each type of security held at present. The following 
table indicates that the three year period has brought an increase in the 


* These figures are based upon data supplied to the Association of Life 
Insurance Presidents, New York, 


percentage holdings of public utility securities, American and Canadian 
government bonds, miscellaneous bonds and stocks, policy loans and premium 
notes, real estate and cash. Declines took place in both city and country 
mortgage loans, railway securities and foreign government bonds. 


DISTRIBUTION OF TOTAL ADMITTED ASSETS 
Principal United States Legal Reserve Life Insurance 
Companies* 


1929 


AL 


Farm Mortgage Loans 12.0 
City Mortgage Loans 30.0 
Real Estate 2.2 
Railway Bonds 
Railway Stocks 

Public Utility Bonds 8.4 
Public Utility Stocks 06 
’ Miscellaneous Bonds and Stocks 2.6 
U. S. Government Bonds 2.0 
State, County and Municipal Bonds 3.4 
Canadian Government Bonds 2.3 
Other Foreign Government Bonds 3.2 
Policy Loans and Premium Notes 13.3 
Cash 8 
Other Assets 1.5 


Total 100.0% 


ee 
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* Source: Association of Life Insurance Presidents, New York. 

Data based upon reports of 52 companies holding 91.6% of total 

assets. 

With the exception of policy loans and premium notes these changes 
have not been great in terms of total accummlated investment. Some of them 
represent merely a continuance of a trend which has been under way for some 
time. The relative importance of railway bonds, for example, began to de- 
cline as early as 1906 when the companies wisely began the shifting of new 
investment funds into other channels. It remained for the depression years 
to make significant changes in respect to new investments. This may be seen 
in the following table which compares the percentage distribution of new in- 
vestments made in 1930, 1931 and 1932 with the investment portfolio at the 
end of 1929, 
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DISTRIBUTION OF INVESTMENTS* 
Principal United States Legal Reserve Life Insurance 


Companies 


Investment ew Investments 
Portfolio made during*** 


Farm Mortgage Loans 14,1 10.0 9.6 
City Mortgage Loans 39.4 31.8 
Railway Bonds and Stocks 22.4 1.0 
Public Utility Bonds and 

Stocks : 11.7 10.1 
Miscellaneous Bonds and 

Stocks 3.1 
U. S.. Government Bonds 2.4 ° 19,0 
State, County and Municipal 

Bonds 3.8 14,8 
Canadian Government Bonds 
Other Foreign Government 

Bonds 


Total % 100.0 100.0 100.0 


It is evident that the companies have made concessions in the in- 
terest of liquidity, without, at the same time, sacrificing too much in in- 
terest return, Mortgages, a non-liquid but relatively high yield invest- 
ment and government and municipal bonds, a liquid but relatively low yield 
investment are now of approximately equal importance in new investment dis- 
tribution and together comprise over four-fifths of total investments. The 
year by year shifts in the proportion of funds directed into these and other 
channels are indicative of the uncertainty surrounding all types of invest-~ 
ments. 


Farm mortgages which accounted for 14.1% ef total investments at 
the end of 1929 comprised only 10% of the 1930 and only 7.6% of the 1931 new 
investments, but this year will account for 9,6% of new investments. City 
mortgage loans wnich stood at 39.44 at the end of 1929 jumped to 45% in 1930, 
slipped to 36,5% in 1931, and this year will make a new low to 31.8%. City 
and country mortgage loans combined, which at the end of 1929 comprised 
53.5% of total investments, continued to receive 50% of new investments in 
1930, but will account for only 42% of this year's nev investments. Mortgage 
loan shifts are due in part to refinancing operations and are not entirely a 
measure of preference. Obviously, also, in a percentage distribution a change 
in one investment will necessarily affect all other investments. 


The decline in the relative investment importance of mortgage loans 
is not entirely due to withdrawal from this field as foreclosures have trans- 
ferred some of the mortgages to a real estate classification. Whereas real 
estate comprised 2.2% of total assets in 1929 it now comprises 4% and is still 


* Excluding policy loans and premium notes, real estate, collateral loans, 
cash and miscellaneous assets. 
** Member companies of Association of Life Insurance Presidents, New York, 
*** By companies reporting weekly to New Yor! Evening Post, embracing more 
than 80% of assets of all U. S, legal reserve life insurance companies. 
This reporting was discontinued in November, 1932, 
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growing. This increase is mainly the result of foreclosure, but it does not 
give sufficient importance to foreclosures because of the legal time factor 
involved in the change of classification. If life insurance companies were 
to foreclose on all mortgages in which some part of the contract is being 
violated the number of foreclosures would undoubtedly show a considerable in- 
crease, The depression has many co-workers in its attack upon mortgage values. 
They range from the bdoll-weevil to sky scrapers and from excess capacity 
hotels to interlocking directorates, 


Nearly $492,000,000 worth of foreclosed real estate was acquired by 
the companies in the last three years, a little more than half of which was 
city ee apt: 5 During the same period foreclosed real estate was sold to the 
amount of $66,000,000. At the end of 1931, 9% of the entire mortgage account 
of the fifteen largest companies holding 80% of total mortgages were in 
arrears in some respect; 7% of the annually due mortgage interest were more 
than 30 days overdue, With a few exceptions those companies with the largest 
proportion of farm mortgages have encountered the most difficulty, the amount 
of mortgages in arrears ranging from 15% to 20% of mortgages held.* 


Current investments indicate that life insurance companies continue 
to have greater confidence in city than in farm mortgages, although there is 
a growing apprehension about some of the former. Wew loans on city property 
are placed with greater caution, Appraisals are lower, even on a comparative 
price level basis, while the maximwm amount loaned has dropped in some in- 
stances to as low as 30% of appraisals, In addition, a few commanies, in com 
mon with some other financial institutions, have inserted the "payable in 
gold dollars" clause. In at least one instance the company's economics was 
badly distorted in that it provided that an unpaid gold mortgage would be re- 
tired by a life insurance policy payable only in American dollars, One re- 
grets to see leading financial institutions helping to break down confidence 
in our money system. 


Next in importance in total investments are railway securities, 
principally bonds. In 1906 they comprised more than a third, but by the end 
of 1929 they accounted for less than a fourth of total life insurance company 
investments. Railway securities made up only a tenth of the new placements 
in 1930 and 1931, and this year only one cent out of each new investment 
dollar will go to the railways. Ten times as much will be placed in public 
utility securities, the investments in which have been growing steadily since 
1906. Nevertheless, life insurance companies are still the largest institu- 
tional investors in railroad securities, owing more than $3,000,000,000 of 
them -- a sufficient reason for the formation of the National Transportation 
Committee. 


United States government bonds have undergone the greatest change 
of any of the new investments of the past three vears. At the end of 1929 
the Federals comprised only 2.4% of total investments, advanced to 3.1% in 
1930's new investments, jumped to 6.7% in 1931 and soared to 19% in 1932 

placements, an increase of 691% in three vears,. 


State and municipal Donds have also grown in favor. Standing at 
3.8% of total investments in 1929, they accounted for 4.5% of the new invest~ 
ments of 1930; 9.8% of those of 1931; and 14.8% of this year's placements, an 
increase of 290 per cent in the last three years. 


* Corliss Parry, "Investment Policies and Practices of U.S. Legal-Reserve 
Life Insurance Companies," 1932, p. 147. (Still in typewritten form.) The 
data were compiled by the New York State Insurance Department, 


Canadian government bonds made only small changes, Other foreign 
government bonds purchased declined during 1930 and 1931 and then jumped 
from almost nothing to over 5%. 


This tremendous increase in total government bond purchases, now 
amounting to nearly 43% of all new investments, indicates that the companies 
are vitally interested in security and liquidity, and as far as the latter is 
concerned, this practice stands out in marked contrast to that of previous 
years. State, county, and municipal bonds began to decline in relative in- 
vestment importance in 1921 and United States bonds in 1926, principally dve 
to relatively low yields, Their use as investments now, in spite of some tax 
savings, brings declining yields, which, together with other causes, is re- 
sponsible for the prevailing practice of dividend cutting. 


Miscellaneous bonds and stocks, the latter principally of the 
guaranteed type, have enjoyed increasing favor since 1928, but this is due 
more to changes in state laws rather than to depression phenomena, In fact, 
the growth cf stock holdings was probably retarded considerably by the de- 
pression. Parenthetically, it might be added that the sponsors of common 
stocks as life insurance investments have been temporarily, at least, de- 
prived of the argument that there is not a sufficient outlet for life in- 
surance funds, However, they may still derive some satisfaction from compar- 
ing the writing-up of bond values with the long-run holding of common stocks 
through a depression, 


Policy holders themselves have been the great outlet for funds, 
Policy loans and premium notes outstanding are now in excess of $3,800,000,000. 


or 18.44 of total assets. Most of these advances to date, thanks to an ex- 
cess of cash income over outgo, which was augmented in some cases by increased 
sales of annuities and single premium contracts, have been made without the 
liquidating of securities and without borrowing, although some of the com 
panies, more numerous than important, have been pressed at times to maintain 
their cash positions without sacrificing too much in assets, 


Policy and premium loans and lapses constitute the principal invest- 
ment problem of the depression, Without them, as was once the case, the com 
panies could weather a prolonged depression with little difficulty. But these 
privileges, the legal rights of the policy holder, have transformed life in- 
surance companies into demand paying institutions, and have exposed them to 
all the problems which "cash over the counter" demands. Suppose this depres- 
sion had been more severe than it has been to date, or suppose it had been of 
longer duration, would the time not have come when the companies would have 
had to sell bonds at prices below the amortised values, and stocks below the 
“commissioner's" values, and foreclosed real estate below the amount of unpaid 
principal plus foreclosure and interest charges, and real estate mortgages 
below their current listing? What, then, would hapoen to the "trust" funds 
for beneficiaries, the original and still the principal reason for the exist- 
ence of insurance contracts, though not necessarily for insurance companies? 


No one wno appreciates the persistency of insurance merchandising 
(and who does not?) believes that the upwards of 250,000 trained salesmen 
will overlook the opportunity to tell the prospect that life insurance is the 
best and safest investment on earth. Dramatically they will recall the bank 
failures (without adding that the percentage of total deposits involved was 
small), the frozen building and loan companies, the gigantic stock and invest- 
ment trust losses, the local swindles and the real estate fiascos, And they 


will sell insurance in unprecedented amounts if enough people have incomes to 
buy it. When the next depression comes these people will be cash conscious. 
More than ever they will regard life insurance companies as banks. Moreover, 
because of the rapid post-war growth in the volume of insurance outstanding, 
the amount of cash that can be demanded will be correspondingly greater. Un- 
less the companies enhance their cash position heavy losses may occur, The 
spread between income and disbursements has steadily narrowed since 1928, the 
income dropping from 147% of disbursement in that year to 113% at the close 
of 1931. True, there was a gross surplus of nearly two billion dollars at 
the close of 1931. True, there was a gross surplus of nearly two billion 
dollars at the beginning of 1932, only a minor part of which was in cash. 

To convert the balance would have entailed loss. 


But the fact remains that the insurance companies have to date 
met their cash demands. They have done everything that their sixty-five 
million contracts could demand of them. And they have done it with very 
little assistance, The Reconstruction Finance Corporation from February 2 
to August 31 authorized loans amounting to slightly over cne and a third 
billion dollars, only 5.3% of which was for insurance companies of all types, 
the principal potential borrowers being banks and trust companies, building 
and loan companies and railroads.* The amount loaned to life insurance com- 
panies to date is at the outside not more than one dollar for each five hun- 
dred dollars of assets when all companies are considered. 


As long as disoursements can be met from cash income it means 
that funds are used for that purpose instead of for new investment. Even if 
bonds must be sold it does not follow that the ensuing loss will be as great 
as the difference between par and present market values, Some of the bonds 
now in life insurance portfolios were purchased below present market prices, 
and below prices obtaining during the greater part of the past three years; 
still others were purchased at prices sufficiently low as to cause only a 
small loss, or one that could be protected with contingency reserves, nor 
does a real estate foreclosure necessarily entail loss, On the contrary, it 
has not been an uncommon experience for life insurance companies to make money 
by the subsequent sale of foreclosed properties, particularly where deficiency 
judgments were involved. Finally, there is always the possibility that money 
can be borrowed. Although the companies have made little use of government 
assistance thus far they may wish to do so in the future. If a "bigger and 
better" depression does come there is more than a possibility that with it 
will come also a "bigger and better" Reconstruction Finance Corporation. 


Basically, the problem facing life insurance companies is the same 
as that one confronting any type of financial institution which is obligated 
to pay a fixed number of dollars irrespective of their value. If the de- 
mand for cash is intense enough, and the duration of the price decline long 
enough, liabilities must eventually become greater than assets. In substance 
the life insurance executives contend that the nature of their business and 
their financial strength is such that they can wait until the alleviating 
adjustments take place, The recent decline in policy loans gives support to 
this view. 


Although the situation today is considerably different from what it 
was in former depressions certain aspects of life insurance experience during 


* Federal Reserve Bulletin, October, 1932, pp. 628-9. 
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the economic disturbances of the 70's and 90's may add something to an under. 
standing of preseat problems. Real estate foreclosures were more numerous 
then than nor, some of the acquired properties being held by the companies 
until the turn of the century. During the twenty year period, 1578 to 1898, 
real estate always comprised more than 10% of total assets, in some cases 
contrary to the lavs governing investment. Not until after the Armstrong in- 
vestigation did real estate holdings drop below 64, 


The policy and premium loan situation was equally wnsatisfactory. 
From 1870 to 1375 tne amount of loans outstanding never dropped below 244 of 
assets. In 1872 they bore about the same percentage relation to total assets 
as they do in 1932, However, most of these loans were merely deferred pre- 
mium payments aud they exerted a different effect than do the cash demands of 
today, In the depression of 1893 policy loans amounted to only 2% of assets, 
not because the people did not need them but because they were not obtainable 
under the contracts, either because the companies were in receivership or the 
policies had not vet obtained cash values under the existing laws. By 1914 
the investment features of life insurance were assuming more importance and 
144 of the total assets were loaned to the policy holders, This was repeated 


in 1921. 


It is interesting to note also that from 1885 to 1900 the companies 
always carried about i of their assets in cash, whereas in recent years it 
has been about 1%, almost regardless of the state of business. 


Finally, the mumber of life irisurance company receiverships today 
is negligible in contrast with the many failures of the earlier period, This 
is due to a variety of causes, among which are the comparatively short period 
during which business has thus far been depressed, better governmental regu- 
lation, more flexible company managements and the confidence which life in- 
surance enjoys -- a confidence which this year has deen strong enough to 
account for nearly 15 billion dollars of new business and a voluntary cash .:. 
outlay of over 3 dillion dollars in premiums, 


In conclusion it may be said that the life insurance companies have 
withstood in convincing fashion the first three years of the depression, and 
that they have prepared themselves to weather more of it. Cash demands have 
subsided, and if they continue to decline the main obstacles facing the com= 
panies are the depressed market for mortgages and securities and the decline 
in new dDusiness, the latter being important mainly as it affects the cash 
position. The favoradle record of life insurance will cause more people to 
regard it as a safe investment and to think of their policies as emergency 
funds for a rainy day. All of these things, and in fact almost everything 
which affects the life insurance business, depend fundamentally upon the 
future course of business in general, and the crystal-gazing bowl is still 


cloudy. 
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INVESTMENT EXPERIENCE OF FIRE AND CASUALTY 
COMPANIES DURING THE DEPRESSION 


by 


Dr. C. A. Kulp, Professor of Insurance, Wharton School of 
Finance and Commerce, University of Pennsylvania 


There are at least three questions that need to be answered in order 
to present a statement of the investment experience of insurance companies, in any 
period. They are: What has been the rate of income earned on their assets? What 
have been the capital losses or gains? What appear to be the results on the 
financial condition of the companies, and ultimately on their safety? 


An entirely exhaustive examination of these questions would be the slow 
and exacting work of months, if not of years. Necessarily it would extend over a 
decade at least of experience. It would require the separate and detailed analysis 
of the investment portfolio of every insurance company. It would perhaps distin- 
guish between types of carriers. It would probe minutely into causes, establish 
and measure trends. For a study such as this the time allotted has been far too 
short. The data that follow, therefore, and the conclusions and interpretations 
erected on the data, are rather in the nature of broadest summary. They are com- 
prehensive, not intensive; general rather than specific. For an objective state- 
ment of investment results, the general picture is satisfactory; and we get perhaps 
a truer perspective of the situation than in any other way. Where the general 
approach sometimes is handicapped is in allocation of the causes which have led to 
these results. 


Combined company statistics as summarized by Insurance commissioners 
naturaliy stop far short of the detail required in the individual company annual 
statement, so the investigator in some cases must judge and infer causes when he 
would prefer to show and prove them. Yor example, an increase or decrease in the 
rate of investment return may be due to a shift from one class of security to 
another, as from stock to bonds, or from railroad bonds to governments. The annual 
statement filed by each company includes a very complete showing of portfolio, by 
type of issuer and otherwise, which goes a considerable distance toward furnishing 
an explanation of changes in investment return for the individual company. Un- 
fortunately for the present purpose, combined figures (for all companies) are not 
broken down in the same way, and we must be satisfied with one grand total for all 
bond holdings and another for all stock. Indeed in the earlier years, the 
Connecticut reports (which we are using) do not even separate bonds from stocks, 
and quote a single figure for both. It is necessary in instances like these to 
introduce collateral information to fill up the gaps amd suggest causes. aAccording- 
ly at every stage the investigator must be careful to distinguish between factual 
results as they appear in the combined statements, and about which there is no 
question; and their causes, which may or may not be derived from the same source. 


All of the statistical material presented in the following discussion, 
unless otherwise noted, is from the annual reports of the Commissioner of Insurance 
of Connecticut, for the insurance years 1928-1931 inciusive. Two reasons, one 
practical, one of policy, account for use of Connecticut instead of the traditional 
New York reports. There is little to choose between them either in volume of 


business or in the number of companies represented. More particularly, fire and 
marine combined figures for 1931 have not yet appeared from the Ne York Depart- 
ment, not even in preliminary form, so that the use of New York figures would have 
cut off a full year from our analysis and the most important one of the period. 
But a still more important consideration weighs in favor of Connecticut data, In 
valuing the security holdings of companies writing in Connecticut in 1931, 
Commissioner Dunham ruled that for uniformity's sake he was willing to allow 
valuation at the end of 1931 as of June 30, the basis approved by the National 
Convention of Insurance Commissioners, and used almost exclusively throughout the 
country. But, resting his position on the requirement of the Connecticut lar 
that the reports show "true values," he required that security assets be written 
down in effect by application of a special set of reduction factors, and the total 
deduction shown as a separate liability and subtracted from surplus. By this 
device the companies automatically had set aside for them reserves to meet 
depreciation in securities between June 30 and December 31, 1931. The Connecticut 
statement of admitted assets is therefore no different from that shown in the 

New York reports, since both are on the middle-of-the-year basis, and both have 
deducted security shrinkage up to June 30. It is different in the statement of 
liabilities and surplus because of the special Connecticut deductions. Showings 
on Connecticut surplus figures are correspondingly the more conservative of the 
two, 


I. Investment Return. 


Of the first two questions we have suggested for throving light on 
investment experience during the depression, it is difficult and perhaps unneces- 
sary, to decide which is the more important. Rate of income rather than the 
amount of capital gain or loss might appear to be more significant for a business 
such as insurance, which is characterized by comparative stability of income and 
expenditure. Providing your capital is safe, it might appear that income is the 
all-important matter. But rising investment returns in terms of income may be 
due to declines in capital values, and if these declines are not made up before 
maturity or liquidation they may in the end represent losses instead of gains. 


The net rates of return from investments (net after deducting 
investment expense) for the years 1928-1931 have been as follows: 


Fire and Marine Casualty 

(p.c. of admitted assets) 
-035 -036 

.036 

-O52 +039 


The outstanding feature of these figures is the fact that both classes of carriers 
have maintained a higher investment return in the two depression years than before. 
While it is quite obvious that the high prices of boom years serve to keep down 
yields, it is just as true that the low prices of depression will produce 
relatively high investment returns only as long as dividends and interest are paid. 
Real bargains in yields are not to be had merely for the buying, and to be able to 
show yields of 4 per cent net in the second full year of a serious depression is 
at least presumptive proof of sound investment policy. Just why the fire and 
marine companies show an advantage in investment return, the combinated statistics 


= 


will not allow us to ansver without reservations. It is perhaps significant that 
the proportion of their assets invested in securities is uniformly 

higher than for the casualty carriers, particularly in stocks. Both 
in 1530 and 1931 39 per cent of fire and marine assets were in stocks, only 22 of 
casualty. Although it is quite true that stocks as a whole are not depression- 
proof, those orned by insurance companies are conspicuously of the better grade, 
principally those of banks, public utilities and insurance companies. They in- 
clude also many preferred stocks which maintain dividends longest, and are least 
disturbing to an investment program. Whether or not there is a direct connection 
between greater stock holdings and higher investment return cannot of course be 
shown without more intensive analysis. 


II. Net Profit or Loss on Investments. 


But there is the other side of investment experience that must be 
ascertained in order to gain a rounded picture. It is found in the figures show- 
ing net profit and loss on investments. Assets during the year have been sold for 
more or less than their book value, book values themselves may have been written 
up or down. The company indeed may be losing on assets at the same time it is 
gaining on income. Net profit or loss on investments has nothing directly to do 
with investment income, but sometimes it may help explain why the latter has been 
unusually high or low. Like the figure for income, net profit or loss on invest- 
ments is stated in the insurance reports as a round sum in dollars. ie have 
related the figures both for income and investment gain or loss to admitted assets, 
first because both affect directly the quality and amount of these assets and 
reflect the degree of company success in husbanding them; second because the two 
may then be compared directly with one another. Plus signs indicate investment 
gain, minus signs investment loss: 


Net Profit or Loss on Investments 


Fire and Marine Casualty 
(per cent of admitted assets) 


1928 +.034 +.007 
1929 -.020 -.O11 
1930 -.093 - 045 
1931 -.142 -.072 


Investment losses are clearly eating into assets at a rapid if not an 
alarming rate, and increasingly as the depression wears on. Both in good years 
and bad, the showing for fire and marine companies is more extreme than for 
Casualty. Again we may only surmise the exact reason, but one conclusion is 
evident: it is quite possible to maintain and even increase the rate of invest- 
ment income in a long and severe period of financial stress, but it is not so 
easy to escape the loss of capital. The situation suggests a relationship between 
the higher income yields of the fire and marine companies and their greater 
Capital losses but the relationship cannot be proven. for all carriers, it is 
difficult to see why capital losses should appear as early as 1929, even allowing 
for the sharp break in November of that year. A single ray of hope makes the 
showing for all companies not quite as dark as appears on the surface: Some of 
these losses may be later recovered in a rising security market, and to that ex- 
tent are exaggerations. 


III. Investment Gain or Loss in Surplus. 


Finally, investment gain or loss in surplus is the item which 
strikes the balance between the results for investment income and investment profit 
or loss. It shows whether on the average investments are contributing to or draw- 
ing from surplus. As with the preceding data we have related the results for the 
combined Connecticut companies to admitted assets; the following percentages give 
a@ rough and ready test of the success of management in maintaining these assets. 
The balance in hard times again is plainly in favor of the casualty companies. In 


Investment Gain or Loss in Surplus 


Fire and Marine Casualty 
(per cent of admitted assets) 
1928 +.069 +.043 
1929 +.016 +.025 
1930 -.051 ,0068 
1931 --100 ~-033 


fact throughout the four year period, the casualty results are much more evenly 
balanced. The precise reason for this cannot be allocated short of a detailed 
examination of the investment portfolios of every company represented. In the 
meantime the interesting and important fact remains. 


Relation Between Underwriting and Investment Results. - Up to this 
point we have made no mention of the other great department of the insurance 
business, that devoted to underwriting. In pure theory perhaps the undervriting 
and investment departments should each be self-supporting: the experience on 
investments should have no bearing on the conduct of underwriting, and vice versa. 
As insurance operates, almost the exact contrary has been the case. For years 
the casualty companies have been content to write their principal line, workmen's 
compensation, at little or no underwriting profit largely because of expected 
profit on investments. Loading for underwriting profit in premiums has been 
denied them repeatedly because of anticipated investment income. Very consider- 
able underwriting losses have been accepted with equanimity by the casualty 
companies on the expectation of offsets from this source. The situation in fire 
insurance has been more nearly balanced, but here also has been an evident dis- 
position to minimize underwriting profits and to rely on investments. To give an 
idea of their relations to each other we show figures for net underwriting gain 
or loss in surplus, and for investment gain or loss in surplus. Both are 
expressed as percents of admitted assets: 


Fire and Marine Casualty 
(per cent of admitted assets) 
Underwriting Investment Underwriting Investment 
1928 +.032 +.069 +.015 +.043 
1929 +.033 +.016 -.010 +.025 
1930 +.021 -.051 -.023 -.0068 
1931 +.030 -.100 -.037 -.033 
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While it is evident that the investment results for the casualty 
companies are not as serious as for fire and marine, the former for the last 
three years have had no undervriting gains on which to fall back. Instead 
undervriting has been an important source of loss. ivhile the fire and marine 
companies show a 10 per cent investment loss in 1931, an underrriting gain of 

3 per cent brings total net operating results to a 7 per cent loss on assets; 
the casualty companies with far better investment results have a total operating 
loss of - the same amount. Investments for casualty companies thus 
present a problem just as serious as for fire and marine companies, although by 
themselves they have been much more favorable. 


Effect on Company Safety. - A final, and the most important question 
remains: What about company safety? It is understood that, even though we may 
have related investment gain or loss to admitted assets up to this point for a 
particular reason, the ultimate test of investment and other experience is the 
effect on surplus. Total surplus is net assets: the excess of assets over and 
above all liabilities including capital. For ease of comparison we have ex- 
pressed this margin of safety as the unit: so many dollars of surplus per $l 

of liabilities due policyholders. 


Dollars of Surplus per Dollar of Liabilities 


Fire and Marine Casual ty” 
All Stock Mutual All Stock Mutual 
1928 $.77 $.-73 $1.38 $-34 
1930 .76 -26 -26 
1931 .46 -42 -99 15 -28 


1. Excluding life companies whose capital and surplus are at 
joint risk of life and accident business. 


Consistently the fire and marine companies can show a greater surplus 
for each dollar of liability: even in 1931 they are able to match assets for 
liabilities dollar for dollar and in addition show a leeway of nearly half as 
much again besides. The margin of the casualty companies is not nearly so 
comfortable. In the casualty figures particularly one observes the cumulative 
influence of underwriting and investment losses. At the same time, with their 
much shorter average corporate history the casualty companies have not had the 
chance to build up surplus to anticipate financial crises. 


Students of insurance will at once point out that there exists 
additional protection for policyholders, not included in the statement of 
surplus. In the case of policies issued by stock companies, capital stock is 
also at the risk of the business, and may be used to meet obligations. In fact 
the figures for surplus for the last two years would be appreciably lower than 
they are, had it not been for mmerous transfers, fr ital to surplus by writ- 
ing down the first. Also, mutual policyholde¥S* inf? contingent liability 


for assessment, which, although it cannot be reduced to figures and placed on 
a balance sheet, likerise offers protection in addition to surplus. 


The following table indicates policyholders' surplus per dollar of 
liability. These figures differ from those for surplus only principally for 
the stock carriers, though a few mutuals have a guaranty capital. The effect 
of adding capital stock to surplus of course is uniformly to raise the level of 
safety, but naturally not to change the trend. Comparistn of the trends in 
policyholders' surplus and surplus alone intimates that the major burden of the 
depression has to date been borne by policyholders through surplus reduction, 


Dollars of Policyholders' Surplus per 
Dollar of Liabilities 


Fire and Marine Casual ty? 
All Stock Mutual All Stock Mutual 
1928 $1.05 $1,02 $1.34 $.53 $.56 $.30 
1929 1.15 1.14 1.3 55 
1930 1.11 1.09 1.2 -47 
1931 75 11.01 33 228 


1. Excluding life companies whose capital and surplus are at 


joint risk of life and accident business. 


From these elementary facts and comments it would be quite possible 
to create a horrible spectre of instability and fear. Defective as are the 
figures as far as particular causes are concerned, the financial results of the 
last years on these insurance companies, particularly of 1930 and 1931, are all 
too evident and quite beyond dispute. Nevertheless in sober judgment it appears 
to this commentator that there is no reason forthwith to predict the end of the 
economic system or of this particular part of it. any institution which has 
managed to keep up its admitted assets to within 4 per cent of its 1928 level 

as the fire and marine companies have, and even to raise them as have the 
Casualty companies, is not yet doomed. The New York Stock Exchange bond average 
in the 4 year period 1928-1931 declined 25 per cent, its stock average by nearly 
75; yet the number of casualty and fire company failures has been relatively 
small and not one policyholder has lost a cent of money. The situation in all 
conscience is serious, it is critical, one should not yet call it desverate. 
Drastic as their experience has been, the record of the property anc liability 
Carriers is preeminently one, not of weakness, but of unexpected and admirable 
financial strength. 
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THE RECORD OF INSURANCE IN THE DEPRESSION 
Underwriting Experience of Fire 
and Casualty Companies 


by 


F. Michelbacher, 
Vice-President, Great American Indemnity Company 


I 


The operations of any insurance carrier may be divided into two 
classes as they have to do with the insurance transaction itself (underwriting) 
or with the investment of funds in the custody of the carrier (investment). 

Only the first class will be discussed in this paper. 


Policies are written, premiums are collected, losses and expenses 
are paid, provision is made in the form of reserves against deferred liabili- 
ties: then a balance is struck between premiums on the one hand and losses, 
expenses and reserves on the other. If something remains of the premiums 
after losses, expenses and reserves have been accounted for, an underwriting 
profit may be said to have deen earned. If losses, expenses and reserves 
exceed premiums, the carrier has sustained an underwriting loss. Fundamental- 
ly, the problem is just as simple as that. 


It requires only a speaking acquaintance with mathematics to estab- 
lish the conditions under which this simple formula may be expected to produce 
a certain result. For example, assume that there has been a perfect balance 
between the elements of the equation (in other words that the carrier has 
neigher made a profit nor sustained a loss): if premiums are increased and 
losses, expenses, and reserves decrease, a future underwriting profit is 
inevitable. If premiums remain fixed and losses, expenses and reserves in- 
crease, a future underwriting less is certain. 


A constant struggle is waged to maintain conditions which will in- 
sure a slight margin of profit to the carrier. But periodically, in spite 
of everything that can be done, the delicate adjustment which normally pre- 
vails is disturbed and it is unfortunately true that when this happens, a 
loss is far mre likely to be experienced than a profit. 


Such a disturbance occurred during the depression and it has left 
its mark upon every department of the insurance business. The characteristic 
reactions were, first, a reduction in premium income, second, either an in- 
crease in losses or a decrease which was proportionately less than that sus~ 
tained by the premium account, thus raising the loss ratio and, third, a 
dislocation of the relationship between expenses and premiums resulting in 
a higher expense ratio. Increase both loss and expense ratios and the slight 
margin of profit which is earned in normal times rapidly shrinks to zero or 

» @ minus quantity. Accelerate the process and a sea of red ink begins to spread 
over the horizon as far as the eye can reach. When this happens, the insurance 
business may expect to be confronted with one of the tests that have estab- 

lished it as the most effective shock absorber ever devised by man, 
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The business of fire and casualty insurance has just passed through 
such a test with distinction. In the face of a marxed depreciation of assets 
and unusual conditions affecting premiums, losses and expenses, the standard 
carriers have come through the storm financially unimpaired and have fulfilled 
their obligations without the slightest uncertainty or delay. 


In presenting data covering the eperations of fire and casualty in- 
surance during the last two years, I shall discuss the experience of stock com 
panies exclusively, first, because the experience of carriers of this class is 
most readily available and, second, because if dividends of carriers operating 
on the participating plan are taken into consideration, the experience of 
stock companies is fairly typical of that of all carriers. Calendar years 
1930 and 1931 must be taken for investigation since statements of insurance 
carriers are compiled annually and there are, therefore, no data available for 
1932. It may be assumed, however, that the 1932 experience will not show a 
material improvement over that of the two preceding years. 


il 


Fire Insurance 


It is very difficult te obtain adequate national figures for stock 
fire insurance companies since there is no single organization charged with 
the responsibility of compiling these results. All that can be done is to 

examine the broadest sample of data available and to assume that the indica- 
tions of this sample are indicative of the experience of all stock companies. 


The following table presents the premiums and losses by classes of 
risk of a large group of stock companies for 1930 and 1931: 


1930 


1931 


4 Premiums Losses Ratio Premiums Losses Ratio 
Class Written Paid g Written Paid g 
Fire 574,354,884 339,314,318 59.1 648,376,452 365,562,865 56.4 

- Ocean Marine 31,210,924 18,385,590 9 37,736,361 23,809,709 63.1 
Motor Vehicle 81,696,135 49,210,766 2 93,972,836 51,409,235 54.7 
Barthquake 2,270,110 7,123 3 2,238,871 5,602 3 
Inland Marine 39,889,929 20,556,143 51.5 43,733,040 22,058,677 50. 
Tornado 37,132,792 5,682,513 15.3 41,453,207 12,565,920 30.3 
Hail 5,532,046 2,082, 726 37.6 11,073 , 830 6,541,485 59.1 
Sprinkler 

Leakage 1,803,575 677,399 37.6 2,203 , 568 973,462 
Riot, etc. 3,607,315 1,250,920 34.7 4,077,246 1,250,991 30.7 
Aircraft 795.795 790,049 99.3 1,337,952 1,054,034 78.8 


Grand 
Ageregates 778,293,505 437,957,547 56.3 $86,203,363 485,231,930 54.7 


* Taken from "The Fire Insurance Policyholders Pocket Index -- 1932" 
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These figures show written premiums and paid losses but they are 
fairly reliable since there is little difference between written premiums and 
earned premiums in such a large volume of data and paid losses coincide closely 
with incurred losses in the field of fire insurance since losses are promptly 
adjusted and the small reserve necessary to provide for deferred liability 
soon becomes stabilized. 


Premiums showed a reduction of approximately 12% from 1930 to 1931. 
Losses were approximately 9% less in 1931 than in 1930, The result was an in- 
crease in loss ratio from 54.7% to 56.3% 


The important fact, it will be noted, was the decline in premium in- 
come, There were several reasons for this. The average fire insurance rate 
has been shrinking for many years. In 1903 it was $1.19 per $100 of fire in- 
surance and in 1930 it was 80¢. This has been due to improved fire resistive 
construction and the reflection of the consequent reduced fire hazards in the 
rating schedules in use for calculating rates. No doubt it could be shown 
statistically that losses have reacted similarly so that the loss ratio has 
not changed materially as a result of this one factor. 


But other forces created by the depression abnormally reduced pre- 
mium income during 1930 and 1931. Construction had been severely curtailed. 
Warehouse stocks had been depleted. Hand to mouth buying had reduced inven- 
tories. The decline of values had forced carriers to reduce coverage on indi- 
vidual risks to avoid the dangers of over-insurance, The financial stringency 
had led many policyholders to discontinue their insurance entirely, to drop 

certain forms of coverage not considered essential and to convert their term 

policies providing protection for three or five years to an annual basis, 


On the expense side of the ledger the situation was somewhat similar 
to that on the loss side. Expenses were reduced in dollars and cents but not 
in the same degree as premiums: an increased expense ratio was the result, 
There is a tremendous problem here since the very foundations of the fire in- 
surance business are involved. Here is what William S. Crawford, Insurance 
Editor of the New York Journal of Commerce, had to say on thissubject re- 
dently. * 


"In 1830 the Hartford Fire Insurance Company closed its 
first twenty years of operation with an average expense 
ratio of 14 percent. From 1860 to 1870, inclusively, 
the average for companies generally was 31 percent; in 
1930, 37 percent; in 1920, for National Board companies, 
nearly 46 percent; and in 1930, 56 percent, an abnormal 

figure due in part to a sudden drop in premium income." 


This increase in expense ratio Mr. Crawford attributed to several 
causes. Fire prevention work has been expensive. As it has been prosecuted 
on an ever-increasing scale, it has increased expenses. At the same time it 
has decreased losses, producing lower rates, depressing premiums, and thus 
tending still further to raise the expense ratio. Taxes have increased 
steadily. A multiplicity of companies in recent years and the employment of 
too much capital in the business has stimwlated a drive for production and has 
encouraged the employment of expensive competitive devices. Mr. Crawford 
continues; 


* "The Rising Expense Ratio." Address delivered before American Association 
of Insurance General Agents June 6-7, 1932, Hartford, Connecticut. 


“Slightly more than half of the expenses of the companies -- 
taxes and commissions -- are a fairly constant percentage 
of the premiums and will constitute approximately the same 
proportion of the expense ratio regardless of the average 
rate level or the premium income. The remainder, DSeing 
relatively a fixed amount, tends to run the expense ratio 
up or down inversely as the premium income changes." 


No one who is familiar with the situation can doubt that fire in- 
surance company executives have been exerting themselves to effect economies. 
But even with the most rigid economy the radical drop in premium income has 
forced the expense ratio upward. Thus both loss and expense ratios have in- ~ 
creased during the depressien. If we take the foregoing exhibits at their 
face value, the indicated total ratio of losses and expenses combined exceeded 
100% in 1930 and 1931. As a result, an underwriting loss was inevitable. 


ill 


Casualty Insurance 


Data with regard to the experience of stock casualty insurance 
carriers are more readily obtainable, Stock carriers licensed in New York 
State file annually a complete underwriting exhibit icown as the "Casualty Ex- 
perience Exhibit." A summary cf the results taen from the Casualty Experi- 
ence Exhibits for calendar years 1930 and 1931 is shown in the following 


exhibits: 
Countrywide Experience of 62 Stock Insurance Companies 
in Casualty Lines - Calendar Year 1930 
Incurred Underwrit- 
Losses and Ex- Profit 
Earned Claim Loss Incurred pense 
Line Premiums Expenses Ratio Expenses Ratio Loss 
Accident 38,502,331 20,919,143 54. 18,994,719 49.3 -1,411,532 
Health 18,365,014 11,776,120 64.1 6,964,522 37.9 - 375,628 
Automobile 
Public Liab. 166,026,690 120,253,397 72.5 59,690,350 35.9 -13,917,057 
Public Liab. 
(Other than 
Auto) 55,117,861 28,126,597 51.1 24,721,305 44.8 + 2,269,959 
Workmen's 
Compensation 143,196,030 113,676,810 79.4 47,788,968 33.4 -18,269, 748 
Plate Glass 11,193,601 5,001,084 44,6 6,049,727 1 + 142,790 


Burglary, Theft 
and Robbery 32,044,438 13,923,149 43.4 15,215,197 47.5 + 2,906,092 


Steam Boiler 6,999,593 1,209,313 17.3 5,796,264 82.8 - 5,984 
Engine and 
Machinery 3,967,634 880,205 22.1 2,318,610 58.5 + 768,819 


Automobile Prop- 
erty Damage 55,606,155 31,443,432 56.5 21,299,980 38.3 + 2,862, 743 
Automobile 

Collision 9,659,585 6,127,936 63.4 3,715,202 385 - 183,553 
Property Damage & 
Collision (Other 


than Auto) 2,756,860 te 46.7 1,044,681 37.8 + 426,238 
Credit 2,717,049 2,214,821 81.6 1,288,683 47.4 - 786,455 
Sprinkler 1,112 +109 430,443 38.7 551,095 49.5 + 130,571 


taneous 1.554 1,728 ,8: 506 78,0 662,710 29.9 173,982 
549,482,504 358,997,217 65.3 216,102,013 39.3 25,616,726 


Lines 
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Countrywide Experience of 61 Stock Insurance Companies 


in Ca ines - ear 1931 
Incurred Underwrit- 
Losses and Ex- ing Profit 
Earned Claim Loss Incurred pense or 
Line remiums Expenses Ratio enses ti ss (~~) _ 
Accident +e 0,235 21,327,033 58.2 17,654,107 
Health 17,198,550 11,896,392 69.1 ,424,660 37.4 - 1,122,502 
Automobile Pub. 
Liability 173,211,099 126,947,776 73.3 61,920,093 35.7 ~-15,656,77° 
Public Liab. 
(Other than 
Auto) 51,408,236 28,120,538 54.7 23,474, 731 45,6 - 187,033 
Workmen's 
Compensation 121,552,232 102,709,702 84.5 42,104,662 34.6 -23,262,132 
Plate Glass 10,541,247 4,437,934 5,341,196 50.7 + 762,117 
Burglary, Theft 
and Robbery 30,510,833 13,310,777 43.6 13,989,833 45.9 + 3,210,223 
Steam Boiler 6,905,752 815,199 11.8 5,584,057 80.9 4+ 506,496 
Engine and 
Machinery 3,793,319 804,930 21.2 2,550,457 67.3 + 437,932 
Automobile Prop. 
Damage 55,377,674 28,236,549 51.0 20,788,841 37.5 + 6,352,284 
Automobile 
Collision 8,623,121 5,280,062 61,2 3,326,218 38.6 16,841 
Property Damage 
and Collision 
(Other than 
Auto) 2,499,756 1,079,320 43.2 959,929 = + 460,507 
Credit 2,636,452 2,257,648 85.6 1,105,858 42.0 - 727,054 
Sprinkler 992,475 315,151 31.8 47,687 45.1 + 229,637 
Miscellaneous 967,481 602,977 62.3 352,704 36.5 + 11,800 
All Casualty 
Lines 522,838,462 348,141,988 66.6 206,025,033 39.4 -31,328,559 


Here we have the same general picture. 


Reduced premiums, reduced 


losses with, however, an increased loss ratio; reduced expenses with, however, 
an increased expense ratio: the result a heavy underwriting loss aggregating 


over $25,000,000 in 1930 and over $31,000,000 in 1931. 


Casualty insurance has had its own problems. 


The use of variable 


measures of premium computation which are peculiarly susceptible to economic 
changes, such as payroll, earnings, automobile mileage, gate receipts, sales, 
units of production, etc. has caused premium income to fluctuate with the 
Personal hazards have been pro- 
nounced in such coverage as workmen's compensation insurance where malingering 
has been encouraged on the part of injured employees who realize that it would 


trend toward a reduced aggregate volume, 


be difficult to obtain employment after a normal period of disability. 


Or, 


in accident and health insurance, where every known device and a few hereto- 


greater supervision by the states as to rates, 


fore unknown have been utilized to "cash in" on insurance policies. 


There is no branch of the insurance business that is subject to 


It is unfortunately true that 
this has reacted against the carriers since many supervising officials, 


mindful of the economic plight of policyholders, have simply refused to comply 


with the usual legal requirement that rates must de adequate. Lack of employ.- 
ment has encouraged the commission of crimes such as burglaries, thefts ani 
robberies. The constant stream of young attorneys oualifying at the bar has 
crowded the professional field, thus encouraging needless litigation in 
negligence cases. Juries and quasi-judicial state bodies have been inclined 
to favor claimants, The wave of economy has rendered it difficult for car- 
riers to prevail won policyholders to maintain safe condivionse it has been 
well nigh impossible to obtain the installation of needed safety appliances 
and the inauguration of other preventive measures. An irreducible minimum of 
service, such as payroll auditing, inspection and claim adjusiment, has had t» 
be administered, thus maintaining costs in spite of falling premium income, 

In short, if anyone were to set down the most adverse conditions that he couid 
think of in the field of casualty insurance, the resulting list would be no 
more disastrous than an enumeration of the conditions that have actually ob- 


tained in recent years, 
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Suretyship 
Corporate suretyship deserves special consideration since the de- 
pression has produced more acute distress in this field than elsewhere through- 
out the insurance business. The combined Casualty Experience Exhibit resuits 
for stock companies are shown in the following exhibits for calendar years 
1930 and 1931: 


Countrywide Experience of 49 Stock Insurance Companies 
in Bonding Lines ~ Calendar Year 1930 


Incurred Underwrit- 
Losses Ex- ing Profit 
Earned and Claim Loss a pense (+) or 
Line remium ~£xpenses_ th ense 
Fidelity 20,087,155 OE 767.9 ~ 3,949,557 
et 243.2 805.382 8 _25. 419,876 ~11, 981,99 


All Bonding 
Lines 93,148,739 63,892,537 68.6 45,187,824 48.5 15,931,622 


Countrywide Experience of 50 Stock Insurance Companies 
in Bonding Lines - Gelendar Year 1931 


Incurred Underwrit- 
Losses Ex ing Profit 
Earned and Claim Loss Incurred pense (+) or 
Line smiums Ratio Exp2uses 
Fidelity 2,271,301 23,991.0359 56.8 19, 5.3 394, 
Surety 45,523,471 _47,150.087 103.6 49,3 194 
Ail bonding 
Lines 87,794,772 71,141,126 81.0 41,619,267 47.4 ~24,965,621 


A word of explanation regarding these extraordinary losses may not 
be out of place. 


The real sources of many of the recent troubles in the field of 
suretyship were localized in point of time before rather than after the begin- 
ning of the depression. The depression aggravated these pre-existing condi- 

tions and serious trouble resulted. Just to cite a few examples: 
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The frenzy of speculation which swept this country during the bull 
market caused more than one person occupying a position of trust to "borrow" 
money that was not rightfully his. Everyone was "in the market" and everyone 
was getting rich. The money would double or treble in no time and it could 
then be returned with no one the wiser. A sure thing if there ever was one} 
Many were tempted and could not resist temptation. Monev was embezzled, 
securities or real estate were bought on margin, deal after deal was success- 
fully negotiated -- and then the market broke! as values collapsed, the 
scheme by which the deception was practiced could no longer be concealed. 

The result was exposure and a claim against the bonding company under a fideli- 
ty bond or some form of blanket bond, There were, of course, other causes for 
fidelity and dlanicet bond claims, but speculation in one form or another un- 

doubtedly accounted largely for the abnormal losses of the recent period. 


In more than one case, several employees were found to have been 
acting in collusion. Losses were substantial; salvage was always inadequate 
and often non-existent. Employers frequently discovered to their sorrow that 
coverage was but a small fraction of the total loss. A great argument was 

created for corporate fidelity and blanket bonds in greater amounts than were 
previously thought sufficient; but the cost of this publicity, temporarily at 
least, seems entirely disproportionate to its value, 


Easy credit, abnormal values, intense productive activity and appar- 
ently unlimited opportunities to accunwlate wealth led to the organization of 
many new bans and to the over-expansion of some old ones. Public deposits 
were avidly sought after. The interest payable was small; the cost of a de- 
pository bond (3 of 1%) was insignificant; and the deposit could be used most 
advantageously to earn a substantial return. Frequently, for political rea- 
sons, public money was deposited in institutions which were inadequately 
financed or which operated on anything but a conservative basis. 


Because depository bonds had been profitable, bonding underwriters 
were not too careful in reading bank financial statements and their "lines" 
were too substantial. Furthermore, a buyer's market was in existence, with 
the result that onerous conditions were often imposed upon the carriers which 
deprived them of the right of cancellation for terms of one, two, three or 
four years, and sometimes indefinitely. The stage was set for drama when the 
depression arrived upon the scene, 


Assets became frozen and depositors demanded their deposits. The 
weaker banks succumbed, shaking public confidence and accelerating the failure 
of other banks, until many banks simply closed to conserve their assets for 
depositors, In 1931 alone, 2,298 banks in the United States voluntarily or 
involuntarily went into liquidation. The bonding companies were caught in 
many cases and had to pay large sums to depositors whose deposits they had 
guaranteed under depository or public official bonds. To be sure, they then 
assumed the status of depositors (sometimes with a preference or guarantee in 
the form of collateral, more often with no more standing than an ordinary 
creditor) so that they will recover in time some of the losses they have paid. 


‘The value of the prospective salvage which the carriers will re- 
ceive as banks are liquidated is uncertain. Receivers of some state banks 
have been bold enough to give estimates in writing; the Comptroller of the 
United States Treasury has fixed “asset values" of national banks in liquida~ 
tion; and on the basis of these estimates, credit has been taken for salvage 
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as a means of offsetting losses and easing the depletion of surplus. It is 
likely that these credits are conservative and do not reflect in full the 
recoveries which will be realized as the process of liquidation runs its 
course, Even so, there is scant comfort in taking credit for $50,000 of 
prospective salvage, after having been forced to sell securities that cost 
$150,000 to raise $100,000 for paying off a deposit in the defunct Bank of 
Squeedunk. 


Contractors were not immune to the general collapse in values. 
More than one contractor, who, on June 30, 1929, had accumulated (or thought 
he had accumulated) a very substantial surplus, found himself unable to raise 
any money whatever on June 30, 1931. There are cases on record where the 
bonding company issued a contract or completion bond in 1929 on a job which 
would take two or three years to complete, believing itself to be amply pro- 
tected by a "net worth" of $2,000,000, only to discover in 1931 that the con- 
tractor could not raise $25,000 to finance his payroll. 


Scarcity of cash with which to finance construction work was 
created also by the failure of banks and financial institutions which had 

agreed to finance projects or by the inability of municipalities to pay, ex- 
cept in script or some other equally non-negotiable form of obligation. Ul- 
timately, the bonding company "held the bag" in all these cases, 


These are only a few examples of the sort of thing that has caused 
bonding executives to lose their hair and bonding underwriters to wear that 
apologetic expression. (I considerately draw the veil of silence over ven- 
tures into mortgage, installment paper and other financial guarantees.) Very 
few branches of the business have been without their serious problems -- and 
it is undeniably true that when a bonding problem becomes serious, it is 
about the most complicated and head-splitting problem in existence, 


Under the conditions that have prevailed, even conservatively 
managed bonding companies have had extravagant losses. In fact, the most 

carefully safeguarded bonding program has produced losses for reasons wholly 
beyond the ‘sureties! control: 


An apparently impregnable bank has closed; a well-financed con- 
tractor has lost everything; his indemnitors have done likewise; some usually 
trustworthy person has failed properly to exercise joint control; and agent 
or employee of more than average intelligence and responsibility has issued 

a bond without authority; the wave of dishonesty has taken its toll in the 
bonding business just as it has elsewhere; or, to cap the climax, the collat— 
eral which was far more than ample to cover even the most extravagant loss 
that could be imagined has been found, upon realization of the loss, to be 
wholly inadequate or actually worthless. 


In conclusion, just a word about the future. Insurance executives 
have not placidly accepted the conditions of the last few years. They have 
waged a determined struggle to improve the position of the carriers and to re- 
organize methods and programs for the future. Where rates have been shown 

to be inadequate, steps have been taken to increase them. Underwriting poli- 
Cies have been readjusted to conform with the new conditions: a general house- 
cleaning of undesirable and unprofitable sources of business and ris’-s has 
been prosecuted and more conservative programs have been adopted for new com 
mitments. Economy has been practiced with vigor: salaries have deen reduced, 
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personnel has been curtailed, new methods have been devised for more efficient- . 
ly performing necessary functions, extravagances of all kinds have been dis- 
continued, a ban has been put upon unprofitable production efforts. Indivi- 
dual carriers in some cases have been liquidated; others have been merged; 
others have been reinsured in part. A determined effort has been made to com 
bat crime rings guilty of arson, the prosecution of false claims, and similar 
activities. Wo item of losses or expenses has been immune from executive 
scrutiny and adjustment. The result is bound to be beneficial in the long 
run. 


It may be said then that the business of fire and casualty in- 
surance and suretyship is pursuing the even tenor of its way, fulfilling its 
obligations faithfully, taking its losses philosophically, meeting its re- 
sponsibilities courageously and revising its policies and practices so that 
they will conform to the new order of things which we all hope is now emerging 
from the chaos of the depression, 
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DISCUSSION —~ UNDERWRITING EXPERIENCE OF FIRE AND CASUALTY COMPANIES 


F. E. Wolfe, Economic Research Department, 
Proctor and Gamble, Cincinnati, Ohio. 


From the data presented in Mr, Michelbacher's clear statement of 
general company experience in 1930 and 1931, it is plain that the depression, 
if not of conflagration proportions, was nevertheless devastating in its ef- 
fects on both (1) fire and (2) casualty and suretyship branches, While fire 
loss expense ratios were not cited in Mr. Michelbacher's paper, data frem New 
York Insurance Reports for a large group of stock fire insurance companies 
with $214,149,000,000 of net risks in force at the end of 1931 show ratios of 
underwriting losses and expenses incurred (combined) to premiums written for 
1929 of 91.7 per cent, 1930, 102.2 per cent, and 1931, 104.5 per cent. ‘The 
results, therefore, fer these three years were, as shown in Table 1, an under- 
writing gain in 1929 of 8.3 per cent, and an underwriting loss in 1930 of 2.2 
per cent and in 1931 of 4.5 per cent. 


Table 1. 


Underwriting Experience on Basis of Premiums 
Written, 1929-1931.* 


Underwriting 
%@ of Losses and of 
No. of Premiums Losses Premiums Expenses Premiums Gain from 
Companies Written pate Hritten neurred Written Ynderwritine 
1929 318 988.7 8.8 . 906, 8 91.7 8.3 
1930 309 $91.4 487.4 my 911.2 102.2 - 2.2 
1931 285 779.4 56.5 814.2 104.5 - 4.5 


It is true that there is little difference between written premiums 
and earned premiums and between paid losses and incurred losses in large aggre- 
gates of data, and over a period of several years. But premiums earned con- 
stitute a sounder basis than premiums written for appraising the final results 
of a particular year, Premiums written represent in part income of the future 
and in so far bear no proper relationship to the losses and expenses of the 
year in which they are written. Premiums earned in a given year are the true 
income of the insurer from carrying the risks of that year, and therefore un- 
derwriting results are best measured by comparing the earned premiums with the 
losses and expenses chargeable to the year's operations. Accordingly the un- 
derwriting ratios for the same large group of companies reported to the New 
York department in 1929, 1930, and 1931 were computed on the basis of premiums 
earned, as shown in Table 2, in order to determine whether on the basis of 
premiums written a loss would be shown or whether on an earned premium basis 
the same data would show an underwriting profit. 


* Source: New York Insurance Reports, Part I., 1930, 1931, 1932. 
pp. liii, lxv, cv. 
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Table 2, Underwriting Experience on Basis of Premiums 
Earned, 1929-1931.* 


Underwriting 
% Losses Paid Losses and % of 
pt Losses to Premiums Expenses Premiums ¢% Gain from 


1930 930.1 487.4 52.4 911,2 98.0 
1931 858.0 Y4hO,3 51.3 814.2 94.9 


On this basis, it is found that there were underwriting gains in the 
three years, of 5.4 per cent in 1929, 2,0 in 1930, and 5.1 per cent in 1931. 
From 1929 to 1931 premiums written have declined $200,000,000 or 21 per cent, 
but earned premiums only $100,000,000 or 10.5 per cent. For these years, 
therefore, to get a correct insight into underwriting experience we should 
take our measurements in relation to earned premiums; and in that case the 
stock fire insurance companies in the depression years are seen really to have 
made underwriting gains, instead of losses in 1930 and 1931. 


It is of some interest at this point to cite the experience of 
representative companies over a longer period of preceding years. For 100 
leading companies reported to the New York insurance department, there was 
shown, according to The Spectator,** in 1929 an underwriting profit of 6.5 per 
cent of their underwriting income earned, and in 1928, 6.2 per cent. Prior to 
1927 and subsequent to 1919 there was but one year when the leading companies 
in the aggregate were enabled to show a profit on their underwriting as shown 
by the following figures: 


it fit o 


1928 
1927 
1926 
192 

192 

1923 
1922 
1921 
1920 
1919 


In fact during the 32 years from 1898 to 1929 the underwriting profit was but 
0.4 per cent of the underwriting income earned. In only 20 of these 32 years 
has there been a profit, 
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Fire insurance companies during the first six months of 1932 experi- 
enced shrinkage in net premium writings of approximately 8 per cent. At 
least, this is the experience as indicated from the comparative operating 


* Source: New York Insurance Reports. Part I., 1930, 1931, 1932. 
pp. liii, lxv, cv. 
** "The Spectator", New York. April 17, 1930, pp. 44 - 45, 


Undervr Loss to Unierwriting Income Barned ** 
% 
2 
3 
3.6 


figures of sixty-five companies, which during the first half of 1931 reported 
combined net premium writings of $120,729,241, as compared with $111,056,106 - 
collected in 1932. The percentage of decline in premium writings was not near- 
ly as heavy as experienced during the corresponding six months period of 1931 
when the decline was about 15 per cent. This experience reflects the severity 
of the fall in commodity prices and it is probable that the full effect of this 
on premium income has been absorbed, despite the fact that further adjustments 
may be experienced as existing contracts are renewe). 


The underwriting operations of stock casualty companies for the year 
ending December 31, 1931, disclosed a net premium income on all lines of busi- 
ness written of $769,243,532 which is $68,915,014 or 8.2 per cent less than 
the amount written in 1930. The companies suffered a net underwriting loss of 
$50,957,979 or 6.6 per cent of the earned premiums. Underwriting operations 
in 1929 produced a loss of $21,738,732 or 2.5 per cent of the earned premiums 
and in 1930 a loss of $39,240,607 or 4.7 per cent. 


Part of the loss was offset by the estimated interest earned on re- 
serves which amounted in 1931 to $30,951,358. Because of the very nature of 
the insurance business companies hold in their possession funds representing 
the unearned portion of premiums paid at the beginning of the term for insur- 
ance running for a stipulated p°~lod and reserves for losses and claims in 
process of adjustment. A certain amount of the interest earned on these re- 
serves, we believe, should be considered in connection with the underwriting 
operations. As an average rate earned by the companies the low rate of 4 per 
cent is assumed, On this basis the estimated interest earned in 1931 on re- 
serves set up by stock companies aggregated $30,951,353 which was not suffi- 
cient to offset the technical net underwriting loss. 


The underwriting loss by classes in 1931 was as follows: health, in- 
cluding non-cancellable accident and health, 6.6 per cent; liability, 3.6 per 
cent; workmen's compensation, 16.1 per cent; fidelity and surety, 24.4 per 
cent; engine and machinery, 4.0 per cent; auto collision, 1.4 per cent; other 
miscellaneous lines, 0.5 per cent; live stock, 0.8 per cent; workmen's collec- 
tive, 1.2 per cent; credit, 21.6 per cent. The profitable lines and the per- 
centages of underwriting profit reported in 1931 were plate glass, 7.5 per 
cent; burglary and theft, 12.5 per cent; steam boiler, 17.0 per cent; auto 
property damage 6.1 per cent; property damage and collision other than auto, 
20.3 per cent; auto fire, theft and tornado combined, 5.9 per cent, sprinkler, 
29.9 per cent; miscellaneous unseparated lines, 9.4 per cent. The total under- 
writing profit earned on the profitable lines was $12,506,437 indicating a 
loss of $63,464,412 in the unprofitable lines. ‘The total net premium income 
representing the profitable lines was $118,935,263 and premiums earned 
$122,913 ,362.* 


A statistical analysis of the results of operations of fifty-five 
stock casualty companies for the six months period ended June 30, 1932, whose 
aggregate premium income for the period was $120,136,231, and who wrote net 
premiums aggregating $246,956,111 or 32.1 per cent of the total written by all 
stock casualty companies, in 1931, shows that they had an incurred loss ratic , 
to premiums earned of 63.2 per cent and expenses paid to premiums written of 
42.5 per cent as compared with 68.5 per cent and 42,0 per cent respectively 
for the year ended December 31, 1931. 


* Best's Insurance News, June 10, 1932, p. 50; September 10, 1932, p. 22; 
and November 10, 1932, p. 360, 


Due to the unsatisfactory underwriting results and the large depre- 
ciation in security values, many companies have been compelled to retire from 
the casualty field, either through merger, liquidation or receivership. In 
1931 twenty-seven stock companies, eight mutuals, twelve reciprocals and two 
Lloydes retired from business. During the first five months of 1932 five 
stock companies, five mutuals, four reciprocals and one Lloyds retired from 
business. In addition to the retirements many companies have reduced their 
dividend rates and others have either deferred or passed dividends entirely 
until such date when the earnings will justify resummtion of payments. During 
the past seventeen months many stock casualty companies have readjusted their 
capital structure through reduction of outstanding capital and transferring 
the amount of such reductions to their surplus accounts. In only a few cases 
was there an actual increase in capital stock by the sale of new issues at a 
premium. Contributions to ~— during 1931 and up to the present time 
totaled $57,097,707 of which $41,862,574 represents transfers from capital. 


Surety and fidelity lines last year proved the most unprofitable 
type of underwriting. Average losses of the casualty companies were over 
per cent of earned premiums last year. In 1930, losses amounted to about 4 
per cent of premiums earned. As a result of these two consecutive years of 
poor showings, the average of losses over the past five years approximates 0,8 
per cent of premiums earned during the period, 


On the whole, the business of insurance has again demonstrated in 
striking fashion its essential dependability during a depression. In the 
November 20th, 1929 issue, Best's Insurance News commented editorially: "The 
recent decline in exchange quotations for all stocks, despite its unprecedent- 
ed extent, during so short a period, cannot in our opinion, seriously weaken 
the security afforded by fire insurance policies." And in its issue of May 
20, 1932, it further says: "What we said in 1929 holds true today. Property 
owners may rest secure in the knowledge that the companies are amply able to 
meet every obligation. The business of fire insurance as a whole still main- 
tains a very substantial margin of assets, based on current security values, 
over liabilities. There has been no development in the business which com 
pels insurance companies to sell their securities at the current market level, 
for the current income is sufficient to cover the current outgo. With many 
companies there has been either an omission or a reduction in dividends paid 
to stockholders, and we estimate that this action on an average provides lee- 
way of about 10 per cent of the annual premiums, and the omission of divi- 
dends would, therefore, be sufficient to provide for a corresponding increase 
in the combined loss and expense ratios, whereas the experience of the busi- 
ness so far this year has been reasonably favorable." 


Comparison of the depreciation in stock security values of represen- 
tative fire insurance companies and representative casualty and surety in- 
surance companies with that of industrial companies, railroads, utilities 
and New York City baniss is favorable to fire insurance in the case of each 
separate group. The following table lists the 1929 high, 1932 low, and Decem 
ber 14 indexes of stock security values. 


f Representative 


1929 High 1932 Low % of 1929 12/14/1932 4 of 1929 

421 Stocks 228.1 100 32.5 14.2 wi 21.5 
351 Industrials 218.9 100 31.9 14.6 4 21.2 
37 Utilities 330. 100 52.9 16,0 81.9 24,8 


20 New York City 
Banks Stocks 397.4 100 36.3 9.1 67.6 17.0 


20 Fire Insurance 
Stocks (not 
included above) 141.6 100 22.9 16.2 42,4 29.9 


13 Casualty and 
Surety Insur- 
ance Stocks 219.0 100 17.5 8.0 25.9** 11.8 


It shows that the 1932 low point of 20 New York City banks was 9.1 
per cent of their 1529 high, while that of fire insurance companies was 16,2 
per cent and of casualty and surety insurance companies 5.0 per cent. This 
16.2 per cent compared with 7.5 per cent in the case of railroad stocks and 

16 per cent in case of utilities. The December 14 value of fire insurance 
stocks was 30 per cent of its 1929 high, while the bank stocks were only 14 per 
cent, and utilities stocks were 25 per cent, and the other groups were lower. 


The report of the Reconstruction Finance Corporation indicates that 
authorized loans to insurance companies up to November 1 aggregated $76,402,- 
200 or 5.2 per cent of the total to eighty-nine different companies. Returns 
of the eighty stock casualty companies listed in Best's tabulations indicate 
that nine companies during the first six months of 1932 borrowed $21,172,199 
(sources of loans not indicated). One of the companies in this group borrowed 
$10,592,597 and another $5,600,000. The first company did not report the 
amount repaid but in the other case $1,850,000 was repaid. Loans made to 
other institutions up to November 1, 1932 by the Reconstruction Finance Cor- 
poration are as follows: banks and trust companies, $875,381,492 or 59.6 per 
cent; railroads, $290,293,202 or 19.8 per cent; mortgage loan companies, 

83,846,000 or 5.7 per cent; building and loan associations, $91,403,238 or 

e2 per cent. From these figures it is apparent that the borrowings by in- 
surance companies were relatively small, It is likewise significant that no 
insurance companies in any of the New England states, only 6 in New York state, 
11 in Illinois and 10 in Iowa, and 62 in all other states had borrowed from 
the Reconstruction Finance Corporation up to November 1, while 5,171 banks, 
787 building and loan associations, 74 mortgage loan associations, 9 federal 
land banks, 11 joint stock land banks, 14 agriculture credit corporations, 
and 17 livestock credit corporations were borrowers. 


*  §tandard Statistics. Reports; and Standard Trade and Securitie’, June 
10, 1932. 
** Estimated on December 19 price quotations, 
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To summarize the discussion: 


1. Stock fire insurance companies showed losses respectively in 
1930 and 1931 of 2.2 per cent and 4.5 per cent only if figured in relation to 
premiums written; but if taken on the sound basis of premiums earned, for 
appraising final results of a particular year, these companies really made 
underwriting gains in 1930 of 2 per cent and in 1931 of 5.1 per cent. 


2. Casualty companies experienced losses in 1930 of above 6 per 
cent and in 1931 of 4 per cent of earned premiums; but averaged over the last 
five years their losses approximated 0.8 per cent. 


- Surety and fidelity lines were most unprofitable and has losses 
of 17.1 per cent in 1930 and 28.4 per cent in 1931 in relation to premiums 


earned. 


4, Insurance in all branches of the business, by the tests of (a) 
stock security valuation and (b) of the number and amount of loans from the 
Reconstruction Finance Corporation, has so far in the depression maintained 
in a remarkably acceptable manner its essential quality of dependability. In 
meeting these tests its record surpasses other leading types of business, 
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DISCUSSION 


S. He Nerleve, Associate Professor of Business Economics, 


University of Chicago 


This discussion limits itself to the papers dealing with life 
insurance companies. Both papers are very excellent descriptions of what 

has been happening to life insurance cempanies as a whole during the depres- 
sion, but in some respects they do not go far enough, 


In the first place, not enough attention has been given to the. 
small life companies. By using aggregate figures for all companies both the 
underwriting and investment experiences of approximately three hundred out 
of the three hundred and fifty odd life companies in this country have been 
ignored to a considerable extent. The largest fifty companies do more than 
90 per cent of the life insurance business and control approximately two- 
thirds of the life insurance assets. Reliance on aggregate figures in the 
life insurance business is very dangerous. 


In the second place, the implications of the analyses presented 
have not been sufficiently brought out with a view of indicating what might 
be done in the future. Looking at the situation from the viewpoint of the 
insured and his or her beneficiaries, how can he or she avoid taking the 
risks involved in ouvying life insurance contracts from companies that are 
heavy investors? Is there need for life insurance companies that specialize 
in contracts selling only pure life insurance services and, therefore, do 
not invest heavily? Should we try to establish life reinsurance companies 
controlled by the state? Is there need for Federal control of life insur- 
ance companies. And, perhaps, is there need for a permanent, let us say, 
"Construction Finance Company" which will help life insurance companies 
when they get into difficulty? 


Now, looking at the matter from the point of view of life insur- 
ance companies, how can they reduce the risks arising out of depression 

periods? Should they follow the policy ef having larger amounts invested 
in highly liquid assets than they have had in the past? Should they reor- 
ganize their business~-getting methods so that the buyer of life insurance 
will not be "cash-conscious?" Shoubd they put additional limitations on 

the ability of policy holders to get cash-surrender values and policy lcans? 


DISCUSSION 


Dr. C. Le Parry, Metropolitan Life Insurance Company 
(Formerly Instructor in Insurance, The Ohio State University) 


Mr. Chairman: 


In my opinion, you, Dr. Huebner and the other members of the program 
committee are to be congratulated upon the quality of the papers presented 
here this morning; they are a tribute to the excellency of insurance instruc- 
tion in American Universities. 


Mr. Michelbacher's paper refers to the decline in fire insurance com 
panies' premium income, due in part to lower insurable values incident to the 
decline in the general price level. Reasoning by analogy, certain individuals 
have ventured the prediction that, over the next few years, life insurance com 
panies may also look for substantial decreases in premium income, life insur- 
ance sales and in total insurance in force -- apparently on the assumption that 
we are to experience a more or less permanently lowered price level and that 
under such conditions less iife insurance than formerly will be needed to af- 
ford a certain standard of living to the beneficiary. 


It seems to me that those who reason thus overlook at least two 
fundamental factors that will tend to maintain, and even increase over the 
next few years, life insurance sales, premium income and insurance in force. 


I. The American populatic. is still under-insured (less 
than $900 per capita). That amount obviously cannot be 
considered adequate protection. Furthermore, only about 
5 to 6 cents out of each dollar of national income has 

been spent in any recent year for the purchase of life 

insurance. There still exists great room for expansion 
in insurance sales. 


II. The growing interest of the American population in 
old-age security, and the manner in which life insurance 
companies are meeting that need through annuity provi- 
sions, etc., will undoubtedly serve to direct the atten- 
tion of more individuals, as time passes, to the value 
of life insurance as life insurance. Thus the sale of 
annuities and of the various forms of regular life in- 
surance which contain a savings element may be expected 
to bolster the volume of sales, premium income and in 
force. 


In this connection, it is interesting to note how 
well the premium income of life insurance companies has 
been maintained throughout the depression. While the 
premium income of fire companies is stated to have dropped 
12% between 1930 and 1931 and that of casualty companies 

by 6%, all United States Legal~Reserve Life Companies! 
premium income combined rose by 4% in 1931 to a new high 
record. A moderate decline has probably occurred in 1932 -- 
to about the level of 1930; premium income stands well 

above the total of any pre—depression year, however. 


_ 


In connection with the sale of policies containing a savings element, 
Dr. Bowers has expressed some fears that the presence of such business on [he 
companies' books may present considerable difficulties if and when the nex: 
period of depressed business rolls around. Such a theory has been provowides 
recently by another writer -- the main thesis being, seemingly, that the saics 
talk accompanying such policies tends to make the assured "cash-conscious", 
and that such policyholders will tend to turn to their insurance policies for 
funds, more so than policyholders have done in the present depression. Even 
conceding that possibility (which I do not), it seems to me foclish to assume 
that the stability of the leading companies might thereby be endangered. As 
partial proof, I cite the experience of savings banks of New York State. In 
the main, the distribution of their assets is quite similar to the distribdu- 
tion of assets of leading life insurance companies. Their deposits, for the 
most part, are payable on rather short notice, and hence, presumably, their 
depositors are "cash conscious", Nevertheless, even though a considerable por- 
tion of their assets are invested in mortgage loans -- a less-liquid invest- 
ment -- no New York State savings bank has failed to meet cash demands thus 
far during the present depression. Why cannot life insurance companies do as 
well in the next depression as they and the New York savings banks have done 
in the present one, even if perchance the insurance companies do become more 
subject to policy loan and cash surrender demand than in this period of stress? 


Dr. McCahan and other speakers have laid considerable emphasis upon 
the heavy rate of lapsation during the business depression. Without attempt— 
ing to minimize the seriousness of that situation, it is well to point out 
that much of that business, particularly Industrial, may be expected to re- 
vive, by one method or another, with any return of more normal conditions. 
Once having been sold the value of life insurance, those individuals forced to 
lapse by the exigencies of present conditions should be good prospects for the 
revival of their policies, when times improve. 


(Parenthetically, allow me to direct attention to certain of the 
figures quoted here this morning. The data mentioned by Dr. McCahan on policy 
loans granted during the last three years -- $2,048,678,000 in cash and 
$412,230,000 in premium loans -- are not for all United States Legal-Reserve 
Life Companies, but are for companies holding but 86.44 of assets of all 
United States Legal-Reserve Companies. Hence, the extent to which the public 
has been aided through policy loans by the United States life insurance busi- 
ness is even greater than he has indicated. 


Also, parenthetically, allew me to make criticism of a figure em 
ployed in Dr. Bowers! paper. Dr. Bowers has stated that railroad bonds have 
been of lessened importance in the life insurance companies! portfolio since 
about 1925. Undoubtedly, that statement is an over~sight since, as a matter 
of fact, railroad bonds held by the principal United States Legal-Reserve Life 
Companies have bulked smaller as a percentage of total assets of those com- 
panies even since about 1906, The aggregate amount of railroad bonds held, 
by the principal companies, however, increased till about the end of 1931, but 
has since declined slightly. ) 


Some attention has been given in several of the papers this morning 
to the performance of life insurance during the depression of the 1870's. In 
my opinion, the situations of life insurance then and now are entirely unlike, 
and any attempt to prophesy the immediate future of life insurance companies 
by what occurred in the late 1870's would be entirely erroneous, One imper- 
tant reason for the life insurance company failures in the 1870's, not men- 
tioned so far this morning, was the extreme newness, and consequent 


inexperience of the managements, of most of the life insurance companies then 
in existence. For example, approximately two-thirds of those in existence at 
the beginning of that depression had been organized in the previous four years, 
as a result of the great expansion in life insurance that followed the Civil 

War. Also, it is interesting to note, in connection with Dr. McCahan's state- 
ment that life insurance in force of all companies entered in New York State 

fell during that depression, that total assets continued to rise, -—- each year 


throughout that trying period, 


Dr. Bowers has suggested that the ratio of the leading companies! 
policy loans and premium notes to total assets was as high in the 1870's as 

it is at present, and states that the policy loan situation was in reality 
worse then than now, since fewer companies granted loan values. In my opinion, 
that is an entirely erroneous interpretation of the figures. If the reader 
will go to the source from which the percentages for policy loans and premium 
notes outstanding are taken (Zartman, Lester, "The Investments of Life Insur- 
ance Companies," published by Henry Holt and Company, quoted by Parry, C. L., 
"Investment Policies and Practices of United States Legal-Reserve Life Insur- 
ance Companies" to be published by Bureau of Business Research, The Ohio State 
University, Columbus) he will find that policy loans as such were at that 

time but a minute fraction of total policy loans and premium notes and that 
premium notes alone accounted almost wholly for the size of the combined item, 
Many companies at that time followed the practice of accepting promissory notes 
from policyholders in lieu of cash for the payment of new premiums. Thus the 
policy loans and premium notes outstanding at that time were not, for the most 
part, policy loans in the present sense at all. 


In conclusion, it has been a pleasure to note the generally helpful 
attitude expressed in the papers read this morning. It seems to me that if one 
is disposed to be judicial~minded, he cannot arrive at any other ¢ » clusion 
than that life insurance has given an extremely good account of itself during 
the depression. Less than one-half of 1 percent of total United States legal- 
reserve life insurance company assets are now involved in any way because of 
company failure or receivership; probably a less percentage of total legal-re- 
serve life insurance in force has become so affected, after three years of 
unprecedented business conditions, 


by 


